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Genoral  Aeeonntlag  Office 

WasUngtoDt  D.C.  20648 


Naticmal  Security  and 
International  AfErira  Dhrlrion 

B-266624 

May  31, 1994 

The  Honorable  Eari  Hutto 
Chairman,  Subcommittee  on  Readiness 
Committee  on  Armed  Services 
House  of  Representatives 

Dear  Mr.  Chairman: 


This  report  re^onds  to  your  request  that  we  review  the  Army’s 
implementation  of  the  Di^artment  of  Defense’s  (dod)  requirmnent  to  fund 
the  procurement  of  reparable  items  through  astock  fund,  called  stock 
funding  of  depot  level  reparables  (sfdlr).  More  cpedficsUy,  you  asked  that 
we  determine  whether  i^lr  (1)  has  reduced  demands  on  and 
procurements  by  the  wholesale  level  supply  system  and  (2)  has  affected 
management  of  maintenance  and  inventory  activities  and  use  of  operation 
and  mainter^ce  (o&m)  funds  at  the  unit  level  Tbe  scope  and  methodology 
of  our  review  are  discussed  in  sppendix  L 


Background 


Before  April  1992,  Army  rmits  received  rqparable  items  from  the  udiolesale 
level  at  no  cost  Consequently,  there  was  little  incentive  to  repair 
unserviceable  items  at  ^e  local  level  or  return  the  items  to  the  udiolesale 
level  for  repair.  As  a  result,  unserviceable  items  accumulated  at  the  unit 
levd,  and  tbe  uriiolesale  level  continued  buying  the  same  items. 

llie  Navy  had  e}q>erienced  similar  problems.  In  1981,  the  Navy  decided  to 
procure  shipboard  reparable  items  at  the  vdiolesale  level  with  stock  frmds 
rather  than  procurement  funds  and  require  its  shipboard  units  to  use  OftM 
funds  to  purchase  these  items.  In  1986,  procurement  of  aviation  reparables 
was  converted  to  the  stock  funding  concept  The  reasoning  was  that  if  the 
units  had  to  pay  for  the  items,  they  would  be  more  inclined  to  r^air  the 
items  locally  and  to  return  those  items  that  could  not  be  repaired  locally  to 
wholesale  level  repair  depots. 

According  to  dod,  the  Navy’s  e]q)etience  with  stock  funding  reparables 
improved  Navy  units’  management  and  control  of  reparsdble  items.  Further, 
the  Navy’s  return  rate  of  unserviceable  items  to  the  depots  increased,  and 
demands  and  procurements  at  the  vdiolesale  level  decreased. 
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Results  in  Brief 


The  success  of  the  Navy’s  eiq[>erience  led  dod  to  direct  the  Army  and  the 
Air  Force  to  implement  a  similar  practice.*  fo  October  1990,  the  Army 
began  procuring  its  reparables  at  the  wholesale  level  widi  stock  hinds,  and 
in  April  1992,  Army  units  were  required  to  use  oaMftinds  to  purchase 
items. 


The  Army’s  switch  to  SFNit  helped  reduce  demands  fw  rqiarable  items 
about  55  percent — ^firom  $8.3  billion  in  fiscal  year  1991  to  $3.7  billicm  at  the 
end  of  fiscal  year  1993.  The  decreased  demands  enabled  the  wholesale 
system  to  reduce  its  procurement  of  reparables  about  75  percent,  firom 
$1.8  billion  to  $443  million  during  the  same  period. 

Hie  SFDLR  inqilementaticm  plan  intended  that  on  an  aggregate  basis  by 
material  category,  units  would  receive  the  same  credit  tor  items  turned  in 
to  the  retail  stock  ftmd  that  was  granted  by  the  edwdesale  stock  fund  to  the 
retail  stock  fund.  However,  the  Army’s  credit  policy  has  oiabled  units  to 
increase  their  o&m  buying  power.  For  exanqile,  in  fiscal  year  1993,  Army 
units  increased  their  oaM  purchasing  power  by  $201  million  because  the 
retail  stock  fimd  granted  more  credit  to  oaM  customers  than  the  wholesale 
stock  fund  reimbursed  the  retail  stock  fund. 

At  the  same  time  that  units  have  increased  their  oam  ftmds.  Army  units  at 
the  installation  level  are  ^pending  OAM  funds  to  repair  items  that  are  in 
long  supply^  at  the  whole^e  level  FYom  an  individual  unit’s  perspective, 
they  can  repair  the  item  cheaper  than  procuring  the  item  firom  the 
wholesale  system.  However,  from  an  Army-wide  perspective,  the  use  of 
OAM  resources  for  this  purpose  does  not  make  good  business  sense. 

The  Army  is  testing,  or  plans  to  test,  certain  initiatives  to  address  these 
problems.  For  example,  the  Army 

•  plans  to  test  a  sin^e  stock  fund  initiative  that  would  eliminate  tile  retail 
stock  fimd  and  link  the  amount  of  credit  units  received  to  the  amount  of 
credit  given  by  the  wholesale  stock  fund; 


'The  Air  Force  implemented  the  atodc  tandiiig  ooncciit  in  October  UM2.  The  Afar  Fom’s  cgqMrienoea 
with  SFDLR  are  not  addressed  in  this  report  because  of  the  bck  of  readily  swiiiabie  data  to  trade  to 
experiences. 

Tiong  supply  is  when  the  number  of  inventory  assets  exceeds  the  oarent  operatint  and  war  reserve 
requirements. 
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•  is  offering,  ttt  a  reduced  price,  some  itons  that  are  in  long  8i9f4y  at  the 
aduderale  level  to  units  80  that  the  units  wiU  not  repair  there  items  at  die 
local  level;  and 

•  wants  to  develop  a  new  nudntenancecMic^  where  the  adKdesalelevd 
decides  adiat  to  repair  based  (hi  Army-wide  visibility  of  items  needing 
repair. 

There  initiatives  will  notscdve  all  the  problems  identified  in  our  review 
because  ( 1)  there  is  much  resistance  at  the  unit  levd  to  the  diminaticm  of 
the  retail  level  stock  ftmd  and  it  is  questionable  that  the  sin^e  stock  ftmd 
initiative  will  be  tested  or  inqplemented,  (2)  many  items  in  a  Icmg-siqndy 
position  at  the  wholesale  level  are  not  bc^  offered  to  the  units  at  a 
reduced  price,  and  (3)  under  the  new  maintenance  ccxicept,  the  dedsimi 
as  to  what  should  be  rqiMtired  is  being  made  at  the  local  levd  and  not  the 
wholesale  level 


Item  Demands  on  and 
Procurements  by  the 
Wholesale  System 
Have  Decreased 


Demands  on  and  procurements  by  the  wholesale  system  for  reparable 
items  have  decreased  significantly  since  sfdlb  was  inq>lemented  in 
^ril  1992.  As  shown  in  figure  1,  demands  decreased  fhmi  $8.3  billion  in 
fiscal  year  1991  to  $3.7  billi<m  in  fiscal  year  1993.  Over  the  same  period, 
procurements  decreased  fix>m  $1.8  billion  to  $443  million. 
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Procuramants 


While  saDLR  was  a  contributing  foctor  to  these  decreases,  there  were  otho: 
factors  as  welL  For  exanq>le; 

•  The  downsizing  of  the  Army  reduced  the  number  of  equ^ment  items  that 
need  to  be  maintained.  Tberefixe,  in  total,  units  are  not  repairing  as  many 
items. 

•  Congress  imposed  a  limit  on  die  amount  of  procur«nents  equal  to 
65  percent  of  sales  &om  the  whidesale  system.  Ccmsequently,  the 
wholesale  sfystem  could  not  rqdace  all  of  the  items  that  it  s(dd  to  the  retail 
level 

•  Operation  Desert  Storm  resulted  in  many  units  increasing  the  number  and 
quantity  of  inventory  items  in  anticqiation  of  a  prolrmged  conflict  Because 
of  the  short  duration  of  the  war,  units  returned  with  excess  inventcxies 
and  are  continuing  to  use  diese  items.  Consequently,  demands  <m  the 
wholesale  level  have  decreased. 
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Many  Anny  units  recdved  new  modmi  equipment  aiidi  as  UutikB,  annoced 
personnel  carriers,  and  helicopters.  As  aresult,  maintenanoe  w<xldoad 
and  demands  for  rq)air  parts  have  not  yet  materialized. 


Army  Credit  Policy 
Allows  Units  to 
Increase  Their  O&M 
Buying  Power 


The  Army’s  credit  policy  allows  units  to  increase  thdr  oan  buying  power. 
When  units  turn  in  an  item,  they  receive  credit  finmi  the  retail  stock  hind, 
regardless  of  whether  the  udiolesale  level  needs  the  item.  The  retail  stock 
fund,  however,  will  not  receive  credit  fw  items  turned  in  to  the  ududesale 
level  if  the  wholesale  stock  ftmd  does  not  need  the  item.  As  aresult,  the 
Army  retail  stock  fond  often  grants  more  credit  than  it  recdves. 

As  shown  in  figure  2,  the  retail  stock  fond  gave  credit  totaling 
$1,261  billion  in  fiscal  year  1993  and  received  credit  totaling  $1,060  billion 
firom  the  wholesale  stock  fund — a  $201-million  deficit  This  has  caused  a 
cash  drain  on  the  wholesale  system,  vdiich  is  part  of  die  Defense  Business 
Operating  Fund. 
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Ratai  «tock  fund  credits  to  O&M  cuttomar* 
Whctasala  credits  to  retail  stock  fund 


Hie  1201  minion  represents  increased  o&m  ftmds  that  die  units  can  use  for 
other  purposes.  At  the  Forces  Ckimmand,  udiere  the  retail  stock  ftuid 
credited  $181  miUion  more  to  its  customers  than  the  whcdesale  stock  hmd 
credited  to  the  retail  stock,  the  Chief  of  die  Program  Budget  ftwich  said 
$88  million  was  for  items  the  whcdesale  level  did  not  need  and  directed  the 
retail  stock  fund  to  send  the  itmns  to  diqposaL  The  remaining  $93  millimi 
was  for  items  the  udiolesale  system  took  back  but  did  not  grant  credit  fw 
because  the  items’  inventny  levels  at  the  whtdesale  level  exceeded  the 
current  operating  and  war  reserve  requirements  but  were  within  the 
maximum  amount  that  can  be  retfdned 

Acoxding  to  the  Army’s  sfdlb  inplementation  plan,  the  intmt  was  that 
units  would  only  recdve  credit  frcnn  the  retail  stock  fbnd  equal  to  what  the 
retail  stock  fbnd  received  from  the  wholesale  stock  ftmd.  However, 
according  to  the  Chief  of  the  Secimdary  Items  DivisirHi  in  the  OfiBce  die 
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Anny’s  Deputy  Chief  of  Staff  for  Logistics,  the  Army  did  not  link  die 
amount  of  credit  received  by  the  units  on  an  item-by4tmn  basis  to  the 
amount  of  credit  given  by  the  whi^esale  stock  fbnd.  Instead,  the  Anny 
linked  it  to  an  aggregate  credit  based  on  material  category.  The  Army  did 
not  want  to  penalUxe  units*  operating  tempo  because  the  itmns  diey  turned 
in  were  in  an  excess  siqiply  position  at  the  national  level  Additicmany,  the 
Army  assumed  that  as  long  suqiply  at  the  wholesale  level  declined,  the 
amount  of  credit  given  to  the  units  and  the  amount  of  credit  given  by  the 
wholesale  level  would  balance. 

The  amount  of  credit  a  unit  receives  depends  on  whether  the  item  is  in  a 
serviceable  or  unserviceable  condition  and  is  needed  by  the  retail  stock 
fimd.  Units  receive  a  credit  equal  to  the  standard  price^fcMT  a  serviceable 
item  if  the  item  is  needed  by  the  retail  stock  fimd.  For  an  unsoviceable 
item,  the  unit  receives  a  credit  equal  to  the  standard  price  less  the  repair 
cost  if  the  retail  stock  fimd  needs  the  item.  For  serviceable  and 
unserviceable  items  not  needed  by  the  retail  stock  fimd,  the  unit  received 
a  credit  equal  to  about  54  percent  of  the  standard  price  in  fiscal  year  1983. 
In  fiscal  years  1994  and  1995,  the  credit  will  be  reduced  to  52  percent  and 
47  percent,  respectively. 

The  amount  of  credit  the  wholesale  stock  fimd  gives  the  retail  stock  fimd 
for  items  not  needed  at  the  retail  level  or  requiring  rq>air  at  die  wh<desale 
level  d^nds  on  whether  the  wholesale  system  needs  the  itmn.  If  a 
soviceable  item  is  needed  at  the  wholesale  level  (Le.,  the  asset  position  of 
the  item  is  within  the  ^proved  Acquisition  Objective^),  the  retail  stock 
fimd  receives  a  credit  equal  to  the  standard  price  less  a  surcharge.^  If  the 
serviceable  item  is  not  needed,  the  retail  stock  fimd  receives  no  credit  and 
will  either  return  the  item  to  the  wholesale  inventory  or  send  it  to  disposal. 

If  the  wholesale  system  needs  an  unserviceable  item,  the  retail  stock  fimd 
will  receive  a  credit  equal  to  50  to  60  percent  of  the  standard  price.  If  the 
item  is  not  needed  at  Ae  wholesale  level  the  retail  stock  fund  receives  no 
credit  and  will  diq)ose  of  it 


*Stanidanl  price  is  the  lateat  acqutottkm  price  irftB  a  surcharge. 

*The  Approved  Acqpiattion  Objective  indudes  <iuantiries  to  support  ongoing  openthms,  aafetjr  leeeli, 
and  vrar  reserve  reqidiements. 

*rhe  Amqr  surchane  for  fiscal  year  1993  was  19.3  percent  It  inchides  the  coat  of  (swnttons  at  the 
inventory  control  points,  transportation  and  distribution,  inflation,  and  inventory  leases. 
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Installations  Are 
Repairing  Items  That 
Are  in  Long  Supply  at 
the  Wholesale  Level 


Anny  units  are  spending  oam  funds  to  rq>air  items  at  the  retail  level  that 
are  in  long  siq>p]y  at  the  whcdesale  level  The  situati<m  occurs  because  if  a 
unit  orders  a  replacement  item  from  the  vdudesale  levd  and  turns  in  an 
unserviceable  item,  the  unit  would  have  to  pay  the  rqpair  cost  and  a 
surcharge  equal  to  about  19  percent  of  the  acquisition  imce.  If  the  unit 
repaired  the  item  locally,  it  would  avoid  paying  the  surcharge,  and  in  most 
cases,  the  repair  cost  at  the  local  level  is  less  than  the  repair  cost  at  the 
wholesale  level  Therefore,  from  an  individual  unit  perspective,  it  is 
cheaper  to  repair  the  item  locally  than  to  buy  it  from  the  vdiolesale  level 
However,  from  an  Army-wide  pefq>eclive,  it  is  not  pradent  management  to 
q>end  OAM  resources  vidten  there  are  unneeded  items  at  the  whcdesale 
level 


Table  1  i^ows  examples  of  items  being  repaired  at  Fc»t  Hood,  Texas,  from 
October  1902  throu^  June  1993. 


TaMa  1:  Mama  Baing  Rapalfad  at  Fort 
Hoed,  Taxaa,  That  Ware  In  Long 
Supply  at  tha  Wtiolaaala  Laval 


mK  tOGfli  IwlRPI 

Number  of 

Rwn 

Number 

Total  repair 
coat 

Heme  In  long 
eupply 

M-88  engine 

39 

$735,250 

45 

CUeV  transfer  transmission 

35 

12,023 

1,731 

CUev  fuel  pump 

63 

15,134 

3,013 

M-109  transmission 

7 

21,151 

638 

Steering  gear  kit 

13 

12,115 

907 

Source;  Army  Materiel  Commarxi  Budget  Stratification  Reports  and  Fort  Hood  Directorate  of 
Logistics  repair  data. 


Army  Initiatives  to 
Address  the  Problems 


The  Army  is  testing,  or  plans  to  test,  several  initiatives  that  will  address 
(1)  the  diq;>aiity  between  the  amount  of  credit  given  to  units  by  the  retail 
stock  fund  and  the  amount  of  credit  received  fix>m  the  wholesale  stock 
fund  and  (2)  the  problem  of  units  repairing  items  that  are  in  long  sipply  at 
the  vidiolesale  level  Althou^  these  initiatives  are  astep  in  the  right 
direction,  they  will  not  completely  resolve  the  problems.  FhrthemKHe,  in 
certain  cases,  it  is  question^le  that  the  initiatives  being  tested  ever  will  be 
implemented  throughout  the  Army. 
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Eliminating  the  Disparity 
Between  Credits  at  the 
Retail  and  Wholesale 
Levels 


The  Army  plans  to  test  a  sin^e  stock  fund  initiative  in  June  1994.  The  test 
is  expected  to  last  6  months.  When  the  test  is  completed,  the  results  will 
be  evaluated  and  a  decision  will  be  made  about  further  testing  and 
implementation.  As  designed,  the  sin^e  stock  fund  would  do  away  with 
the  retail  stock  fund  and  extend  ownersh^,  control,  and  visibility  of 
installation  stocks  to  the  wholesale  system.  With  only  one  stock  fund,  as 
compared  to  the  two  stock  funds  that  currently  exist,  the  problem  of  the 
retail  stock  fund  giving  more  credit  to  units  turning  in  items  than  it 
receives  from  the  wholesale  stock  fund  would  disappear. 

There  are  concerns  at  the  unit  level  about  implementing  a  sin^e  stock 
fund.  The  mruof  concern  seems  to  be  that  if  the  Army  went  to  a  sin^e 
stock  fund,  the  amount  of  credit  that  units  received  for  items  turned  in 
would  be  limited  to  the  credit  given  by  the  wholesale  system.  In  other 
words,  units  would  no  longer  be  able  to  increase  their  o&m  buying  power 
to  the  extent  that  they  were  able  to  achieve  in  1993  by  getting  more  credit 
from  the  retail  stock  fund  than  was  reimbursed  by  the  wholesale  stock 
frmd. 


The  sin^e  stock  fund  test  was  initially  planned  to  begin  in  July  1993.  It 
was  postponed  until  December  1993,  then  March  1994,  and  is  now 
scheduled  to  begin  in  June  1994. 

The  issue  of  a  single  stock  fund  is  one  that  the  Army  has  been  confronted 
with  for  a  long  time.  In  1987,  the  Logistics  Management  Institute  identified 
the  need  for  a  single  stock  fund.  At  that  time,  it  was  referred  to  as  Vertical 
stock  fund.”  In  1990  and  again  in  1991,*^  we  recommended  that  the  Army 
adopt  a  sin^e  stock  fund  as  a  way  to  improve  the  management  of  its 
inventory  system.  Because  of  the  problems  and  delays  with  the  sin^e 
stock  fund  test  and  the  concerns  about  implementation  of  a  sin^e  stock 
fund,  it  is  uncotain  whether  the  Army  will  resolve  the  sin^e  stock  fund 
issue.  If  changes  are  not  made,  an  imbalance  between  the  amount  of  credit 
given  by  the  retail  stock  fund  to  oam  customers  and  the  amount  of  credit 
given  to  the  retail  stock  fund  by  the  nidiolesale  stock  fimd  will  continue. 


Army  OTl  Reduce  the 
Price  of  Items  in  Long 
Supply 


In  fiscal  year  1994,  the  Army  is  offering  selected  items  that  are  in  long 
supply  at  the  wholesale  level  to  units  at  a  reduced  price.  The  intent  is  to 
encourage  units  to  buy  the  lor^  srq>ply  items  rather  than  repair  them 


*Anity  InventaMv  A  Sbi^  Suppiy  System  WouM  Enhance  btventoiy  llanasement  and  ReadineaB 
(dAO/MSiAi>-80-td,^8a  26,  IW)  and  Army  Invent^  Fewer  ftems  SIwuMte  Stocked  at  the  Diviaion 
Level  (GAO/NSIAD-91'218,  July  24, 19915“^ 
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locally.  By  doing  so,  the  units  can  optimize  the  use  of  oftM  fhnds  and,  at  the 
same  time,  reduce  the  level  of  long  siqqdy  items  at  the  wholesale  level 

The  Army  has  identified  122  items  to  be  included  in  the  reduced  price 
program.  The  reduced  price  items  are  focused  on  older  ^sterns  that  have 
no  projected  procurmnents.  Other  long  supply  items  are  being  repaired  at 
the  local  level,  but  are  not  being  offered  at  a  reduced  price. 

From  October  1992  to  June  1993,  Frurt  Hood  repaired  54  different  SFNJt 
items.  Of  the  64, 7  were  included  on  the  Army’s  list  of  reduced  price  items. 
From  the  .remaining  47  items  not  included  on  the  list,  we  selected  21  items 
and  determined  that  12  were  in  long  siq>p]y  at  the  wholesale  level  For 
exaiiq>le,  the  M-88  recovery  vehicle’s  transmission  and  engine  are  being 
repaired  at  Fort  Hood  and  are  also  in  long  siq^ly  at  the  wholesale  level  If 
the  Army  wants  to  reduce  its  long  siq>p]y  assets  at  the  whcdesale  level  and 
encourage  units  not  to  rq)air  these  items,  then  the  list  of  long  siq>ply 
assets  offered  at  areduced  price  should  be  increased. 

Army  officials  commented  that  management  officials  need  to  retain  the 
prerogative  as  to  which  long  siqpply  assets  are  offered  at  a  reduced  price. 
Their  position  is  that  the  extent  of  the  long  siq>ply  and  the  potential  to 
recs^ture  the  total  cost  of  the  item  may  exclude  some  long  stq^ply  assets 
from  the  reduced  price  program. 


A  New  Maintenance 
Concept  to  Address  Local 
Repair  of  Long  Supply 
Items 


The  Army  began  a  proof  of  principle  test  in  November  1993  on  a  new 
maintenance  conc^t — integrated  sustainment  maintenance — that  may 
address  the  issue  of  repairing  items  at  the  local  level  that  are  in  long 
supply  at  the  wholesale  level  As  initially  envisioned,  all  maintenance 
resources  above  the  direct  stqpport  level  would  be  under  the  control  of  the 
wholesale  level  maintenance  manager— the  Army  Materiel  Command.  The 
wholesale  level  maintenance  manager  would  manage  the  general  aippcat 
and  depot  maintenance  fiurilities  based  on  Army-wide  maintenance  needs. 
In  this  context,  the  wholesale  manager  would  know  which  items  are  in 
long  supply  and,  therefore,  should  not  be  repaired. 


The  integrated  ^istainment  maintenance  concept  being  tested,  however,  is 
a  modified  version  of  the  initially  designed  program.  The  HI  Corps 
Commander,  who  is  hosting  the  proof  of  princq)le  test  at  Fort  Hood,  did 
not  want  to  relinqui^  control  of  his  maintenance  resources  and  assets  to 
the  wholesale  aystem.  'Therefore,  the  test  is  being  conducted  on  a  regimial 
basis  with  the  Corps  Support  Command  acting  as  the  regional 
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maintenance  manager.  Under  this  arrangement,  the  Army  Materiel 
Command  identifies  its  itidiolesale  maintenance  needs  to  the  Corps 
Sipport  Command,  which  programs  these  needs  into  the  three  regional 
maintenance  facilities  in  in  Corps. 

The  proof  of  principle  test  is  scheduled  to  end  July  31, 1994.  At  that  time, 
the  test  results  will  be  evaluated  and  a  decision  will  be  made  whether  to 
test  the  concept  further  or  to  implement  it  on  an  Army-wide  basis. 
According  to  fire  Integrated  Sustairunent  Maintenance  Project  Manager,  if 
the  Army  decides  to  implement  the  concept,  a  decision  will  have  to  be 
made  whether  to  use  a  regiorud  maintenance  manager  or  a  national 
maintenance  manager. 

In  our  opinion,  a  national  maintenance  manager  would  be  in  the  best 
position  to  know  firom  an  Army-wide  perspective  what  items  should  be 
repaired  and  to  ensiure  that  items  in  long  siq>ply  are  not  repaired.  If  the 
Army  decides  to  implement  integrated  sustairunent  maintenance  using  a 
national  maintenance  manager,  a  question  arises  as  to  whether  additional 
testing  would  be  required  since  the  proof  of  princ4>le  test  was  conducted 
using  a  regional  version  of  the  maintenance  concept 


Recommendations  recommend  that  the  Secretary  of  the  Army 

•  revise  the  credit  rate  for  items  turned  in  by  units  so  that  the  amount  of 
credit  received  by  the  units  is  linked  to  the  amount  of  credit  given  by  the 
wholesale  system  and 

•  ejqpand  the  number  of  long  supply  items  being  offered  at  a  reduced 
price — ^not  just  those  items  for  the  older  systems  that  do  not  have  a 
projected  procurement — to  encourage  the  units  to  buy  the  items  rather 
than  repair  them  at  the  local  level  The  reduced  price  to  the  units  should 
be  less  than  the  repair  cost  at  the  local  level  Otherwise,  the  units  will 
continue  to  repair  the  items  locally. 


\gency  Comments 


DOD  generally  agreed  with  our  findii^  and  fully  agreed  with  the 
recommendations.  In  those  cases  where  dod  partially  agreed  with  the 
information,  we  clarified  the  report  to  address  their  concerns. 

With  regard  to  the  recommendations,  dod  stated  that  the  credit  rates  for 
items  returned  to  the  supply  ^stem  have  been  revised  for  fiscal  year  1994 
and  will  be  further  ac^usted  in  fiscal  year  1995.  dod  said  that  the  credit 
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a4iustinents,  along  with  a  reducticHi  in  the  amount  of  excess  items  turned 
in  by  the  units,  are  intended  to  address  the  credit  imbalance  problem  that 
occurred  in  fiscal  year  1993. 

DOD  also  said  that  it  will  expand  the  list  of  items  that  will  be  offered  to  the 
units  as  part  of  the  reduced  price  initiative.  Furthermore,  acccnding  to 
DOD,  representatives  firom  all  the  Army  inventory  control  points  met  in 
April  1994  to  nominate  additiorud  item  candidates  to  be  induded  in  the 
initiative  in  fiscal  year  1996.  The  decision  as  to  which  items  were  added  to 
the  reduced  price  initiative  was  be  based  on  the  magnitude  of  the  long 
siqiply  situation  and  the  qpportunity  to  recover  the  full  cost  of  the  item. 
dod’s  comments  i^pear  in  iqppendix  H 


We  are  sending  copies  of  this  report  to  the  Director  of  the  Office  of 
Management  and  Budget^  the  Chairmen  of  the  House  Conunittee  on 
Government  Operations,  the  SeruUe  Committee  on  Governmental  Affairs, 
the  House  and  Senate  Ccxnmittees  Appropriations,  and  the  Senate 
Committee  on  Armed  Service:^  and  the  Secretaries  of  Defense  and  the 
Army.  Ck^ies  will  also  be  made  available  to  other  parties  on  request 

Please  contact  me  at  (202)  512-6140  if  you  or  your  staff  have  any  questions. 
Migor  contributors  to  this  report  are  listed  in  appendix  IIL 

Sincerely  yours. 


Mark  E.  Gebicke 
Director,  Military  Operations 
and  C{q)abilities  Issues 
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Scope  and  Methodology 


We  pecfcxmed  our  review  at  selected  Army  units  to  determine  how  the 
units  planned  fmr  and  implemented  the  stock  funding  depot  level 
repatables  (input)  concept  We  analyzed  workload,  demand,  and 
procuranent  data  at  die  units  and  at  the  wholesale  levd  to  determine  udiat 
effect  inqilemaitation  of  sfub  had  on  the  Army’s  maintenance  and  siqiidy 
activities.  We  also  held  discuasions  with  Department  of  Defense  (dod)  and 
Army  officials  at  die  unit  and  headquarters  level  to  obte  ?irviews 

concerning  SFi»it.  Ihe  locadcxis  in  our  review  included  ilowing: 

•  U.S.  Army  Office  of  the  Deputy  CMef  of  Staff  for  Logisdcs,  Washington, 
D.C.; 

•  Defense  Reudlization  Marketing  Service,  Batdecreek,  Michigan; 

•  Army  Materiel  Command,  Wadiington,  D.C.; 

•  Aviation  and  'Droop  Siqqp<Hrt  Command,  St  Louis,  BAissouri; 

•  Tank-Automotive  Command,  Warren,  B/Iichigan; 

•  U.S.  Frares  C<»nmand,  Fort  McPherson,  Geiurgia; 

•  m  Corps  at  Fort  Hood,  Texa^ 

•  Fort  Carson,  Colorado; 

•  Ei^idi  U.S.  Army,  Seoul,  K(»ea; 

•  Ckxpus  Chrisd  Army  Depot,  C<»pus  Chrisd,  Texa^  and 

•  Red  River  Army  Depot,  Texarkana,  Texas. 

At  the  Army  headquarters  level,  we  obtained  overall  stadsdcs  concerning 
maintenance  worldoad,  demand,  and  procurement  trends  to  assess 
whether  safput  was  resulting  in  decreases  in  demands  and  procurements  at 
the  wholesale  level  We  intoviewed  officials  to  determine  how  they 
measure  the  success  of  sfdls  and  whether  the  intended  results  were  bdng 
achieved.  We  also  obtained  the  pdides  and  procedures  used  by  the 
services  to  encourage  the  units  to  rqiair  more  at  the  lower  echdons  of 
maintenance  and/or  to  return  the  unserviceable  items  to  the  wholesale 
level  for  rqiair. 

In  order  to  determine  whether  Army  units  were  repairing  items  that  are  in 
long  siqqily  or  being  diq;>osed  of  at  the  ndiolesale  level,  we  obtained  data 
firom  the  Work  Order  Logistics  File  maintained  by  the  Army  Materiel 
Command  and  from  the  list  of  items  sent  to  diqposal  that  are  maintained 
by  Defense  Reudlization  and  Mariceting  Service.  We  conq>ared  the  list 
items  being  repaired  at  the  Army  unit  level  to  the  list  of  items  in  long 
s(q;>ply  at  the  Army  wholesale  level  as  well  as  the  items  being  sent  to 
disposal 


Pasais 


eArMN81Al»«4-lSl  Aniv 


We  did  not  addi«88  how  the  Ak  FVxce  inq^emarted  sroia.  We  c»u^ 

determine  ttie  effect  that  sfdlr  had  on  Air  Force  aiqiply  and 
activities  because  the  Air  Force  does  not  maintain  this  type 
Furthermore,  the  Air  Force  is  in  the  process  of  implmnenting  a  new 
maintenance  concept— Two  Level  Maintenance— with  objectives  that  are 
not  con^Mtfible  with  those  of  sfdls.  Whereas  snMJt  has  the  objective  ot 

increasing  repair  at  the  base  level,  Two  Level  Maintenance  enqrfiasizes 
repair  at  the  depot  leveL  We  plan  to  address  the  intended  benefits  of  Two 

Level  Maintenance  in  a  fiiture  awwignmAnt 

We  performed  our  review  from  May  1903  to  January  1994  in 
with  generally  accepted  government  auditing 
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Nt.  Nark  I.  Gabieka 
Dlraetor,  Nllitary  Oparatloaa  and 
Capabilitlaa  Zaauaa 
National  Sacurity  and  latarnatlonal 
affair a  Diviaton 
O.S.  Oanaral  Accounting  Office 
Naahlngton,  O.C.  30541 

Oaar  Nr,  Oabiekai 

Thla  ia  tba  Oapartaant  of  Oafanaa  (DoO)  raaponsa  to  tba 
Oanaral  Accounting  Office  (ONO)  draft  report,  anti  tied— '*Alunr 
INVnRQKtt  Chanaaa  to  Stock  Pending  toparablaa  Nould  Sava 
Operation  and  Naintanaaoa  Punda,"  dated  Natch  35,  1594  (OAO  Coda 
703031),  080  Caaa  9830.  Tba  DoD  partially  ooneura  vitb  the 
report , 

Aa  racogniaad  by  tba  OAO,  Aray  credit  poliev  allowa  unite  to 
incraaaa  operation  and  aaiatananca  buying  povar  by  racaiving 
credit  froa  the  retail  atock  fund  vban  an  itaa  ia  turned  ia.  Tba 
OoO  agraaa  that  tba  buying  povar  of  tba  operation  and  aaiatananca 
unite  ia  incraaaad  vban  credit  in  granted. 

Tba  OoO  doaa  not  agree  vitb  tba  OAO  ooneluaion  that  uaa  of 
operation  and  aaintaaaaea  funda  for  Aray  unita  to  repair  itaan  ia 
not  prudent  if  tboaa  itaaa  are  ia  long  aupply  at  tba  vholeaala 
level,  Nhan  local  empale  ia  parforaed  for  depot  level  reparable 
itaaa,  the  repair  ia  aoraally  Halted,  lean  eoaplea,  and  done  at 
leaa  ooat  than  a  depot  level  repair.  Xnereaaed  local  diagnoaia 
and  repair  ia,  ia  fact,  a  deairad  reault  vban  the  itaa  la  in  a 
long  aupply  poaitlon  at  the  vboleaale  level. 

Zn  addition,  the  GAO  report  recognliea  that  the  Aray  baa 
aeveral  initiativee  undervay  to  reaolve  the  diaparlty  betveen  the 
aaouat  of  credit  at  the  retail  and  vholeeale  leveln.  The  priaary 
initiative  ia  the  reviaion  of  the  credit  ratea  froa  54  percent  in 
PY  1993  to  47  percent  in  PY  1995.  Alao,  the  Amy  ia  eapanding 
the  nuabar  of  itaaa  included  in  the  reduced  price  initiative. 

The  Aray  initiativee  abould  significantly  incraaaa  the  processing 
efficiency  of  stock  funding  reparables. 
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The  detailed  OoO  eoeaente  on  the  report  Cindln^e  end 
rtco— endetlon  ere  provided  In  the  enclosure.  The  DoO 
appreoletee  the  opportunity  to  coeeent  on  the  draft  report. 

Sincerely, 


Eicherd  I 
Deputy  Coaptroller 
(riaanclel  Systaae) 
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Now  on  pp.  1-2. 


GUO  OUkn  IBOM  -  OkrtD  NMCH  29,  1994 
(640  Cod*  793031)  06D  CMI  9939 

■JtlMX  ZaVBROMt  ni»MBW  10  ROCB  rOBIMe  ilPMtAg.KS 
MOLD  «AVB  OMMtKM  MD  MOafnMCI  rOMS* 


•  rnHWg  jt  Stock  PuadlBa  Pwaot  L***!  ■*D*t*blM.  Th*  640 
ob**rv*d  that,  b*£or*  4pril  1992,  Army  unit*  r*c*iv*d 
coparabl*  Itaaa  Croa  th*  wholcsal*  l*v*l  at  no  coat.  Th* 
GAO  fucth*r  oba*cv*d  that,  undar  aueh  an  arrangaaant,  th*r* 
waa  littl*  Ineantiv*  to  tapalr  unaarvlcaabl*  lt**s  at  th* 
local  laval  or  raturn  th*  Itaau  to  th*  wbolaaal*  laval  Cor 
rapalr.  Th*  GAO  notad  that,  aa  a  raault,  unaarvlcaabl* 
itaaa  accuaulatad  at  th*  unit  laval  and  th*  wholaaala  laval 
continuad  buying  th*  aaaw  Itaaa. 

Th*  GAO  raportad  that,  in  1901,  th*  navy  b*9*n  procurlno 
rapairabla  Itaaa  at  th*  wholasal*  laval  vith  atock  funda— ■ 
rathar  than  procuraaant  funda->and  raqulrlnq  chipboard  unit* 
to  uaa  operation  and  aalntananc*  fund*  to  purchaa*  th* 

Itaaa,  Th*  GAO  ebaarvad  that,  if  tha  unit*  had  to  pay  Cor 
th*  Itaaa,  th*  unit*  would  b*  aor*  Incllnad  to  rapalr  th* 
itaaa  locally  and  to  raturn  itaaa  that  could  not  b*  rapalrad 
locally  to  wbolaaal*  level  rapalr  dapota.  The  GAO  Indicated 
that  th*  Navy  axpariance  laprovad  th*  aanapaaant  and  control 
oC  raparabl*  itaaa  at  Havy  unlta.  Tha  GAO  notad  that 
(1)  tha  Navy  raturn  rate  oC  unaarvlcaabl*  itaaa  to  the 
dapota  Incraaaad  and  (2)  daawnda  and  procuraaanta  at  tha 
wholaaala  level  dacraaaad.  Th*  GAO  Curthar  reported  that 
th*  Navy  aaparlanc*  lad  th*  DoO  to  direct  th*  Aray  and  th* 
Air  Fore*  to  lapleaant  a  aiailar  practlc*.  Th*  GAO  pointed 
out  that,  in  October  1990,  th*  Aray  bagan  procuring 
reparable*  at  th*  wholaaala  laval  with  atock  Cunda  and  in, 
^ril  1992,  Aray  unlta  war*  required  to  ua*  operation  and 
aalntananc*  Cunda  to  purchaa*  itaaa.  (pp.  1-2/GAO  OraCt 
Naport ) 

POP  NISFONSNi  Concur. 


•  riMinG_Ji  Itaa  Oaaanda  On,  a^  Procuraaanta  Bv.  the  Arav 
Nholaaala  Svatea  Hava  Dacraaaad.  Tha  GAO  reported  that 
daaanda  on  th*  Aray  wholaaala  syataa  Cor  reparable  itaaa  had 
decreased  Crom  $9.3  billion  in  FY  1991  to  $3.7  billion  in 
FT  1993.  Th*  GAO  noted  that,  during  th*  saa*  period, 
procuraaanta  decreased  Croa  $1.9  billion  to  $443  alllion. 

Th*  GAO  concluded  chat,  while  stock  funding  depot  laval 
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Now  on  pp.  3-5. 


rapAccblaa  waa  a  contributing  factor  to  thoir  doeroasoa, 
thorn  wore  other  factora  aa  well,  including  the  following i 

-  the  reduction  in  the  aiae  of  the  Aray— whicbf  in  turnr 
reduced  the  nuaiber  of  equipaent  iteaa  that  auat  be 
■alntainad — reaulting  in  unita  not  repairing  aa  aany 
iteaw: 

-  OPERATION  OISBRT  STORNr  which  reaultod  in  aany  unite 
increaaing  the  nuaber  and  quantity  of  inventory  iteaa  in 
anticipation  of  a  prolonged  confllct->howover,  becauae 
of  the  abort  duration  of  the  war,  unita  returned  with 
exceaa  inventoriea  that  are  currently  being  uaed  by  the 
unita;  and 

aany  Aray  unita  received  new  aodern  equipaent,  auch  aa 
tanka,  araored  peraonnel  carrlera,  and  helicoptere-- 
which  have  not  yet  generated  deaanda  for  repair  parta  or 
aalntenance  workload,  (pp.  4-S/GAO  Draft  Report) 

POP  RRSPONSEi  Concur. 


•  yat  Credit  Policy  Alloaa  Unita  to  laft— tbe 

gpgpgtlm  and  Waintenance  Buriae  Potrer.  The  6A0  found  that 
the  Aray  credit  policy  allowa  unita  to  increaae  operation 
and  aalntenance  buying  power.  The  GAO  explained  that,  when 
unita  turn  in  an  itea,  a  credit  ia  received  froa  the  retail 
atock  fund,  regardlese  of  whether  tbe  wholeaale  level  needa 
the  itea.  The  GAO  further  explained  that  the  retail  stock 
fund  will  not  receive  credit  for  iteaa  turned  into  the 
wholesale  level  if  the  wholesale  stock  fund  does  not  need 
the  itea.  The  GAO  concluded  that,  as  a  rssult,  the  Aray 
retail  stock  fund  often  grants  aore  credit  than  it  receives. 
The  GAO  pointed  out  that,  in  PY  1993,  the  retail  stock  fund 
gave  credits  totaling  $1,351  billion  and  only  received 
credits  totaling  $1,050  billion  froa  the  wholesale  atock 
fund,  creating  a  $301  million  imbalance. 

The  GAO  found  the  intent  of  the  stock  funding  depot  level 
reparables  plan  was  that  units  would  only  receive  credit 
froa  the  retail  stock  fund  equal  to  what  the  retail  stock 
fund  received  frea  the  wholesale  stock  fund.  The  GAO 
further  found,  however,  that  tbe  Aray  did  not  link  tbe 
amount  of  credit  received  on  an  itaa-by-itea  basis  to  the 
amount  of  credit  given  by  the  wholesale  stock  fund.  The  GAO 
observed  that  the  amount  of  credit  a  unit  receives  depends 
on  whether  the  itea  is  in  a  serviceable  or  unserviceable 
condition  and  whether  it  is  needed  by  the  retail  stock  fund. 
The  GAO  also  observed  that  the  aaount  of  credit  the 
wholesale  atock  fund  gives  the  retail  atock  fund  for  iteaa 
not  needed  at  the  retail  level  or  requiring  repair  at  the 
wholesale  level  depends  sn  whether  the  wholesale  system 
needs  the  item.  The  GAO  noted  that,  if  the  wholesale  system 
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Now  on  pp.  5-7. 


nMdfl  an  unaarvicaabla  itaa>  the  retail  atock  fund  will 
receive  a  credit  equal  to  SO  to  60  percent  ot  the  standard 
price. 

The  GAO  concluded  the  Army  practice  la  unlike  that  of  the 
Air  Force,  where  the  amount  of  the  credit  received  by  an  Air 
force  unit  turning  in  an  item  la  determined  by  the  need  for 
the  Item  at  the  wholesale  level.  The  GAO  pointed  out  that. 
In  the  Air  force.  If  it  la  not  needed,  no  credit  la  given  to 
the  unit.  (pp.  S-8/OAO  Draft  Report) 

POD  RBSPOWSRt  Partially  concur.  The  DoO  agrees  that  the 
buying  power  of  the  operation  and  maintenance  units  is 
increased  when  credit  is  granted.  A  mix  of  credit  and 
operation  and  maintenance  funding  is  used  in  determining  how 
many  operating  tampo  dollars  the  units  receive.  The  use  of 
credit  by  the  Army  In  determining  unit  operating  tempo  Is 
designed  to  reduce  the  request  for  appropriated  operation 
and  maintenance  funds. 

The  credit  rates  that  the  retail  stock  fund  uses  to  grant 
cooperation  and  maintenance  custoswrs  credit  is  based  on 
historical  data.  With  the  unprecedented  amount  of  returns 
from  stock  fund  depot  level  reparablea.  Gulf  War  residual, 
and  downsixlng,  adjustments  of  the  credit  rates  at  the 
retail  stock  fund  were  required.  However,  a  budget  lead 
time  Is  required  to  adjust  the  rates.  As  noted  in  the  GAO 
report,  the  credit  rates  were  reduced  from  54  percent  in 
fT  1993,  to  52  percent  In  fT  1994,  and  to  47  percent  In 
FT  1995. 

The  0.8.  forces  Command  accounts  for  90  percent  of  the 
$201  million  l^Mlance.  The  Army  Audit  Agency  has  been 
directed  to  review  the  0.8.  forces  Command  procedures  at 
some  of  its  installations  to  identify  any  process  problems 
that  may  be  creating  short-term  imbalances  (l.e.,  backlog  of 
unservlceables  at  tto  installation  level,  report  delays  to 
wholesale,  transportation  bottle  necks,  and  automation 
shortfalls.)  Part  of  the  $201  million  imbalance  can  be 
attributed  to  the  timing  difference  of  the  credit  granted 
from  the  wholesale  and  the  retail  levels.  The  Army  Audit 
Agency  will  also  look  at  delays  in  shipping  the  returns  from 
the  installation  to  the  wholesale  level,  which  contributes 
to  the  Imbalance.  The  credit  the  retail  stock  fund  receives 
frem  wholesale  is  between  50-70  percent  of  the  standard 
price,  based  on  surcharges,  repair  costs,  and  washout 
factors.  The  higher  credit  rate  offsets  the  noncredit 
transactions. 

The  draft  report  listing  of  credits  awarded  for  returned 
items  by  Army  Major  Command  is  incorrect.  The  Army  Training 
and  Doctrine  Command  actually  received  $15  million  more  for 
wholesale  credits  than  listed  by  the  GAO. 
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Tho  CAO  oxproaaod  tholr  inability  to  capturo  si9nificant 
coi^rativo  data  on  tho  Air  Foret '■  iavlomantatioa  in 
Appendix  I  (Air  Force  data  it  not  available,  oaintained  or 
trackable)  ot  the  draft  report.  Therefore,  referencet  to 
Air  Force's  credit  practices  are  inapplicable  to  this  audit 
and  should  be  osiitted. 

•  FOPlie  Dt  iMtall^ioat  ^e  Reaairlne  Itesw  That  Are  In 
1.000  Supply  at  ^  Wlioleeale  Level.  The  GAO  concluded  Arav 
units  vere  spendlnq  operation  and  aaintenance  funds  to 
repair  itees  at  the  retail  level  that  are  in  lonp  supply  at 
the  wholesale  level.  The  GAO  explained  that,  if  a  unit 
ordered  a  replaceswnt  itee  froo  the  wholesale  level  and 
turned  in  an  unserviceable  iteo,  the  unit  would  have  to  pay 
the  repair  cost  and  a  surcharGe  equal  to  about  19  percent  of 
the  acquisition  price.  The  GAO  further  explained  that,  if 
the  unit  repaired  the  iteo  locally,  the  surcharge  would  be 
avoided.  The  CMO  concluded  that,  froo  an  individual  unit 
perspective,  it  is  cheaper  to  repair  the  iteo  locally  than 
to  buy  it  froa  the  wholesale  level.  The  GAO  further 
concluded,  however,  that  froa  an  Aray-wide  perspective, 
it  was  not  prudent  oanageaent  to  spend  operation  and 
aaintenance  resources  when  there  are  unneeded  items  at  the 
wholesale  level,  (pp.  8-9/(UM>  Draft  Xeport) 

poo  MSPOBMi  Partially  concur.  The  DoD  does  not  agree  it 
is  imprudent  management  to  spend  operations  and  maintenance 
resources  when  there  are  items  in  long  supply  at  the 
wholesale  level.  Factors  such  as  transportation  or  the  low 
cost  to  repair  in  relation  to  acquisition  must  be  considered 
in  the  decision  to  repair  an  item.  When  local  repair  occurs 
for  depot  level  reparable  items,  it  is  normally  limited, 
less  complex,  and  cheaper  than  depot  level  repair. 
Encouraging  increased  authorised  local  diagnosis  and  repair 
is,  in  fact,  one  of  the  desired  outcomes  of  stock  funding 
dq^t  level  reparables.  Wholesale  requirements  and  asset 
levels  continually  change,  causing  items  frequently  to 
migrate  to  and  from  long  supply  levels.  Sometimes,  it  is 
prudent  and  desired  management  to  spend  operations  and 
aaintenance  resources  for  local  repair  of  items  when  they 
are  in  long  supply  (needed,  but  not  immediately)  at  the 
wholesale  level.  When  local  repair  cost  is  significantly 
less  than  depot  level  repair,  and  the  unserviceable  asset  is 
retained  at  the  wholesale  level  against  a  retention 
requirement  (long  supply,  but  not  excess),  it  is  usually 
more  cost  effective  to  perform  the  repair  locally. 


The 


PSBMi.i*  Army  initiatives  to  Address  the  Probles 
GAO  outlined  the  following  several  initiatives  the  Amy  is 
testing  to  address  eliminating  the  disparity  between  the 
amount  of  credits  at  the  retail  and  wholesale  levels  given 
to  units  and  the  problem  of  units  repairing  items  that  are 
in  long  supply  and  being  disposed  of  at  the  wholesale  level i 
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ll^Mtlaq  the  dl»p«itT  b«t««n  cr«dlf  at  tlw  f«f  11 
«od  t»faol«Mle  lwl»"Tha  GAO  r«porf d  that  th«  Ar«v 
plans  to  test  a  slnqls  stock  fund  initiative  in  June 
1994 >  which  would  do  away  with  the  retail  stock  fund  and 
extend  ownership,  control,  and  visibility  of  installation 
stocks  to  the  wholesale  systeii.  The  GAO  concluded  that, 
with  only  one  stock  fund  (as  coopered  to  the  t«ra  funds 
that  currently  exist),  the  probleo  of  the  retail  stock 
fund  giving  oore  credit  to  units  turnln9  in  items  than  it 
receives  from  the  wholesale  stock  fund  would  disappear. 

The  GAO  referenced  a  1990  report  (OSD  Case  8159)  and  a 
1991  report  (OSD  Case  8701),  in  which  it  recommended  that 
the  Army  adopt  a  single  stock  fund  to  improve  the 
management  of  the  Army  inventory  system.  The  GAO 
asserted  that,  because  of  the  problems  and  delays  with 
the  single  stock  fund  test  and  the  concerns  about 
implementation  of  a  single  stock  fund,  it  is  uncertain 
whether  the  Army  will  resolve  the  single  stock  fund 
issue.  The  GAO  concluded  that,  if  changes  are  not  made, 
an  imbalance  between  the  amount  of  credit  given  by  the 
retail  stock  fund  to  operation  and  maintenance  customers 
and  the  amount  of  credit  given  to  the  retail  stock  fund 
by  the  wholesale  stock  fund  would  continue. 

le  Arwr  will  reduce  the  price  of  itew  In  Iom  suppIt. 
le  GAO  also  reported  the  Army  is  currently  offering 
selected  items  to  units  at  a  reduced  price — units  that 
are  in  long  supply  at  the  wholesale  level.  The  GAO 
observed  that  the  Army  had  identified  122  items  to  be 
included  in  the  reduced  price  program.  The  GAO  concluded 
that,  if  the  Army  wants  to  reduce  its  long  supply  assets 
at  the  wholesale  level  and  encourage  units  not  to  repair 
those  Items,  then  the  list  of  long  supply  assets  offered 
at  a  reduced  price  should  be  increased. 

local  repair  of  lone 
in  addition,  the 
in  November  1993  on 
a  nw  maintenance  concept— i^e. ,  integrated  sustained 
maintenance — that  would  place  all  maintenance  resources 
above  the  direct  support  level  under  the  control  of  the 
wholesale  level  maintenance  manager,  the  Army  Materiel 
Command.  The  GAO  noted  that,  under  the  concept,  the 
wholesale  level  maintenance  manager  would  manage  the 
general  support  and  depot  maintenance  facilities  based  on 
Army-wide  maintenance  needs.  The  GAO  observed  that  the 
integrated  sustainment  maintenance  concept  being  tested 
is  a  modified  version  of  the  initial  program.  The  (MO 
further  observed  that  the  test  is  being  conducted  on  a 
regional  basis,  with  the  Corps  Support  Command  acting  as 
the  regional  maintenance  manager. 
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"tow  on  pp.  8-1 1 . 


The  GAO  asaarted  that  a  national  naintenance  aanager  ia 
In  the  beat  poaition  to  determine,  from  an  Army-wide 
perapective,  what  itema  ahould  be  repaired  and  to  enaure 
that  itema  in  long  aupply  are  not  repaired.  The  GAO 
concluded  that,  if  the  Army  decidea  to  implement 
integrated  auatainment  maintenance  uaing  a  national 
maintenance  manager,  the  queation  ariaea  aa  to  whether 
additional  teating  would  be  required  aince  the  proof  of 
principle  teat  waa  conducted  uaing  a  regional  veraion  of 
the  maintenance  concept,  (pp.  9-13/GAO  Draft  Report) 

non  BKBPMisgi  Partially  concur.  The  DoD  agreea  with  the 
general  deacription  of  the  Army  initiativea.  In  aeveral 
inatancea,  however,  the  acope  and  intent  of  the  initiativea 
are  broader  than  the  GAO  deacribed. 

The  aingle  atock  fund  initiative  waa  developed  to  provide 
better  vialbility  of  aaaeta  at  the  inatallation  level, 
promote  the  uae  of  thoae  aaaeta  to  offaet  requircmenta  and 
reduce  procurementa — and,  if  poaaible,  eliminate  aome 
operating  ayatema  by  atandardiaing  buainesa  proceaaea.  The 
initiative  waa  not  developed  to  eliminate  the  diaparlty 
between  wholeaale  and  retail  credit  ratea..  Bliminatlon  of 
the  diaparlty  between  wholeaale  and  retail  credit  ratea  ia 
an  additional  benefit  of  the  initiative.  The  aingle  atock 
fund  initiative  ia  ackaduled  to  begin  a  full-acale  proof-of- 
principal  teat  in  June  1994,  at  Port  Hood,  Texaa. 

Reviaiona  to  the  credit  rate  were  completed  on  October  1, 

1993.  Additional  reviaiona  incorporated  in  the  FT  1995 
operating  tempo  ratea  will  be  effective  October  1,  1994. 
Further,  the  Army  received  only  50  percent  of  ita  requeated 
withdrawal  credlta  ($325  million  of  the  $550  million 
requeateo)  to  pay  for  open  operation  and  naintenance 
cuatomer  backordera  at  the  time  of  implementation  of  Defenae 
Management  Review  Deciaion  904.  The  reasoning  was  that 
credlta  for  turn-in  of  eaceaa  field  items  would  offset  the 
remainder  of  the  requirement.  The  increased  operating  and 
maintenance  buying  power  of  the  credit  imbalance  was  an 
offset  to  the  underfunding  of  valid  requirementa. 

The  purpose  of  the  Army  reduced  pricing  initiative  ia  to 
maximise  field  Army  operations  and  maintenance  dollars, 
while  drawing  down  the  inventory  of  long  supply  items.  The 
GAO  report  accurately  discusses  the  reduce  price  initiative, 
but  does  not  address  the  fact  that  (1)  it  waa  a  test  that 
waa  initiated  in  July  1993,  with  a  start  date  of  January  1, 

1994,  (2)  if  successful,  the  test  would  be  expanded  in 

FY  1995,  and  (3)  major  changes  to  coding,  automated  records, 
and  processes  were  required  to  ensure  credits  were 
suppressed,  unserviceable  items  were  disposed  of,  and  repair 
prograu  at  the  installation  and  Major  Command  level  were 
reviewed  and  terminated.  Further,  while  the  majority  of 
reduced  price  initiative  items  are  for  older  systems  (that 
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are  aore  likely  to  be  in  lon9  aupply),  there  are  alao 
coe^onents  of  front-line  aodernited  syatau,  such  aa  the  N-1 
Abraoa  aain  battle  tank,  the  Bradley  fighting  vehicle 
system,  the  multiple  launch  rocket  systasi,  the  Patriot 
missile  system,  and  the  Apache  helicopter  that  are  included 
in  the  reduced  price  initiative.  A  number  of  factors 
influence  the  decision  to  reduce  prices  on  long  supply 
items.  Included  in  these  factors  are  the  fluid  nature  of 
long  supply  (i.e.,  an  item  in  long  supply  today  nay  be 
required  for  issue  tomorrow),  the  solvency  of  the  revolving 
fund,  and  the  DoD  policy  decision  to  recover  full  costs. 

Finally,  the  GAO  table  of  items  being  repaired  at  Fort  Hood, 
Texas,  that  were  in  long  supply  at  the  wholesale  level 
incorrectly  lists  333  M-S8  engines  in  long  supply. 

Actually,  there  are  45  M-8B  engines  in  long  supply. 


BUOMNBMDDATIOM 


•  atv^ignaMVTty  1,  The  GAO  recommended  that  the  Secretary  of 
the  Army  revise  the  credit  rate  for  the  items  turned  in  by 
units  so  that  the  amount  of  credit  received  by  the  units  is 
linked  to  the  amount  of  credit  given  by  the  wholesale 
system,  (p.  13/GAO  Draft  Report) 

njn  eMPomsBi  Concur.  The  Army  has  several  initiatives 
underMy  to align  the  credit  received  by  the  units  to  the 
amount  of  credit  given  by  the  wholesale  system.  The  primary 
initiative  is  the  revision  of  the  credit  rates  from  54  per¬ 
cent  in  FT  1993,  to  47  percent  in  FY  1999.  A  concurrent 
initiative,  which  reinforces  the  objectives  of  the  revised 
credit  rate,  is  the  implementation  of  the  reduced  price 
initiative.  That  initiative  blocks  credit  on  selected  long 
supply  items,  without  penalising  the  operating  tempo  of  the 
field  Army.  Those  initiatives,  coupled  with  corrections  of 
process  errors  at  installations,  have  already  brought  the 
credit  rates  into  relative  balance.  Also,  the  natural 
reduction  of  credits  associated  with  the  end  of  large-scale 
turn-in  of  excesses  during  the  implementation  phases  of 
stock  fund  depot  level  leparables,  and  a  steady  state  return 
rate,  will  address  and  resolve  the  credit  imbalance  issue  in 
FY  1994-1995. 


•  HtaoiiBMDATiow  2t  The  GAO  recommended  that  the  Secretary  of 
the  Army  expand  the  number  of  long  supply  items  being 
offered  at  a  reduced  price — not  just  chose  items  for  the 
older  systems  that  do  not  have  a  projected  procurement — to 
encourage  the  units  to  buy  the  items,  rather  than  repair 
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thM  at  the  local  loval.  Tha  GAO  further  racooMnded  that 
the  reduead  price  to  tha  unite  should  be  laaa  than  tha 
repair  cost  at  tha  local  laval.  Tha  GAO  observed  that 
otherwise«  the  units  will  continue  to  repair  the  iteas 
locally,  (pp.  13-14/GAO  Draft  Report) 


tvwi  eeiwnisae.  Concur.  The  Aray  is  expanding  the  nuaber  of 
T in  the  reduced  price  initiative.  New  iteas 
will  be  included  after  a  cooprehensive,  itea-by-itea 
analysis,  considering  such  factors  as  the  fluid  nature  of 
long  supply  and  the  DoO  policy  decision  to  recover  full 
costs.  Such  scrutiny  is  necessary  to  assure  that  the 
reduced  price  initiative  does  not  effect  the  solvency  of  the 
stock  fund.  Representatives  froa  all  Aray  inventory  control 
points  aet  April  21,  1994,  and  finalised  plans  to  continue 
the  current  test  and  expand  the  program  in  PY  1995.  It  is 
planned  that  an  additional  200  iteas  will  be  included  in  the 
PY  1995  expansion.  The  current  plan  calls  for  final 
subaission  of  suggested  items  for  inclusion  in  June  1994, 
with  approval  in  July  1994,  and  Isvlementatlon  by 
January  1,  1995. 
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